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Abstract

This paper differentiates from other papers publisbn the subject at least in two aspects. The
first one is the political relevance that is givem the decision making process as far as
responsibility for fixing a global macroeconomichtiac debt management strategy is concerned.
The second is that the approach is a functiondlsisai.e. there is no need to have a specific
structure for the debt office in order to analydsovand where the functions are carried out. The
paper gives a clear and well-defined list of tafgkseach one of the functions, and this leads to
clear and structured functional responsibilities ttee implementation of the back, middle and
front office working organisation structure.

The first difference pointed out above is probably main one, i.e. the political relevance given
to the decision making process, as far as respotysibr fixing the global macroeconomic debt
management strategy is concerned. This is the@meaky this paper starts with the description
of the Executive Debt Management Functions, i.e fhnctions that have to be clearly
established and implemented at the most senioft Evéhe government and that are not the
responsibility of the Debt Management Office (DMOJhese functions have to deal with three
major aspects: first the establishment of the d&#htegy that supports the global macroeconomic
strategy and here this macroeconomic level showtl be confused with the financial-
microeconomic debt management strategy that the CAgd@lies in order to minimise cost and
risk; second, implementing the legal and regulatfrgmework that would lead to the
achievement of the macroeconomic policy, and last,not least, the clear policy as far as staff
and computerised systems are concerned in ordaiotoade the DMO with personnel that have
the required skills; as ell as the firm allocatioh means and resources for implementing a
performing Computer Based Debt Management SysteBDIS) is essential. This last point is
important, because the public debt managers, skile, are very much alike to private banks
staffs, thus they need incentives to stay in planegne hand, and on the other hand, a CBDMS is
a complicated system and an expensive investmartonly to implement it but also for
maintenance. A modern DMO cannot function withediexible and performing CBDMS.

The second important difference, pointed out in dbeve paragraph, is that the approach is a
functional analysis. This is extremely importdmgécause the DMO in developing countries has
to be organised and shaped in function of the firnmarkets that the country is tapping.g.

the Brazilian DMO or the Mexican DMO have complgtalifferent organisational needs
compared to those of the DMO in Burkina Faso, NapaHaiti, for instance. However, the
functional approach allows applying the methodolt@yany country, whatever its development
level and its financial markets sophisticafion

The paper aims to be a useful analytical and marsgeipport tool for the debt practitioners and
for the academia. It provides an appropriate agagrdfor developing countries, and offers a
detailed and systematic blueprint in how to esshltig an efficient DMO.

! Borresen and Cosio-Pascal (2002).

2| have applied this framework of analysis sucagbsto countries as different as Bolivia, Cambgdia
Cameroon, Congo, Céte d’lvoire, Dominican Republit, Salvador, Nepal, Nicaragua, Panama, Senegal
and Zambia among others. The methodology allowdirig out what functions are performed or not
performed and how to implement them.
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Foreword

| started my work on public debt in the late 19%Wdth the Secretaria de Hacienda y Crédito
Publico (Ministry of Finance) in Mexico. In partiar | was the Mexican Delegate to #heé Hoc
Group of Experts on the Developing Countries Debbm; a negotiation forum that took place
in Geneva, under the auspices of UNCTAD, and thad @ follow up of the negotiations that
started in the early 1970s at the North-South Qenfee in Paris. Later on, | came to work for
UNCTAD in 1979, where | founded one of the morecassful technical assistance programmes
on external debt, which is still in business andtitwes to provide technical assistance to around
70 countries after | retired from it in 2001. Marficipation as representative of the Secretary-
General of UNCTAD to the Paris Club in the earl8@9 was an interesting experience, in which
the first difficulty | found was the debtor coumisi lack of information on their external debt:
how much the country owed? To what creditors? latwdurrencies? When the payments were
falling due and in what currencies? Who were thd&ional debtors besides the Central
Government? And so on. The idea of creating a GoenpBased Debt Management System
(CBDMS) for debtor countries came out very natyrfibm this experience.

The above reasons lead to the centralised develdpsha CBDMS at UNCTAD by the DMFAS
Programme. CBDMS that, after many updates andre@maents, continues to provide services
to many user countries. However it came out vergldy that the lack of CBDMS was not the
only reason why debtor countries had a lousy dedmbagement. There were the institutional
framework and the legal environment that were inajppate for an Effective Debt Management
(EDM). The DMFAS Programme addressed this as ems1§988 and 1993. However, things
have evolved since and revisiting the subject vexessary.

A preliminary version of this paper was written fione UNCTAD-DMFAS Programme in the
first half of 2004. Unfortunately, the prematureath of Mr. Phillipe Straatman, Chief of the
DMFAS Programme, delayegine diethe publication of the paper. So that | decidegublish it
elsewhere because | think it is important and desedissemination among debt managers.
Phillipe Straatman and | wrote the first versionEffective Debt Management in 1989 and its
revision in 1993, and | wish to dedicate this wtwkhe memory of the friend and colleague that
he was.

This paper is composed of five sections. The fins¢ is an introduction to the concept of
Effective Debt Management Functions. The secordl the third are the description of the
functions: the second for the Executive Functioviich are not necessarily a Debt Management
Office (DMO) responsibility, and the third to thep&ational Functions, which are the direct
DMO responsibilities. The fourth section is dewbte the responsibilities that a DMO can be
accountable for, that may vary from country to dogn The last section addresses major issues
on debt management, stressing the pragmatic asdlyat the functional approach provides.
There are two Annexes with open-ended lists of gdak each one of the Effective Debt
Management Functions.

The Inter-American Development Bank, through th&n-American and Caribbean Debt Group
Initiative, kindly allowed me to publish the papet.thank the IADB, in particular Mr. Pietro
Masci, for this opportunity given to me. Notwithstling, the usual disclaimer applies: the views
expressed in this paper are solely the author{soresbility.
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1. Introduction

Chart 1
EFFECTIVE DEBT MANAGEMENT FUNCTIONSAND OUTPUTS
Executive Debt M anagement 0  Direction and Organisation
Policy Function 0 Strategy
Regulatory Function 0 Structure
Resourcing Function 0 Staffing and Systems

Operational Debt M anagement 0 Debt dynamics and Practice

Controlling/ Coordinating/ 0 Control, coordination and monitor
Monitoring

BACK OFFICE

Recording Function 0 Debt data and statistics
Operating/ Monitoring 0 Debt operations settlement and
Functions monitoring

MIDDLE OFFICE

Analytical Function 0 Analysis and financial strategy
Risk Analysis Function 0 Minimise cost and risk

FRONT OFFICE

Issuing/Negotiating 0 Securities, loans and restructuring
Function agreements

Market Making 0 Government securities trading
Function

The DMFAS Programme first introduced the debt menant functions within the Effective

Debt Management (EDM) context in 1989 and reviewad1993. Since then, many

developments arrived and it was necessary to retmwvEDM Functions in the light of the

historical evolution of debt management. Howeuble distinction between Executive Debt
Management and Operational Debt Management furxtiemains valid in present times. The
new developments are mostly at the level of theraimal debt management functions, for
which the front, middle and back office approactalkert. This is shown in Chart 1.

It is important to note that the Executive Debt Mgement Functions are not the direct
responsibility of the Debt Management Office (DMO)They are performed at a higher
hierarchical level: Minister of Finances, Govermdrthe Central Bank, Head of the Treasury,

¥ See DMFAS/UNCTAD (1989) and (1993). See ChapferBox 11.1, of IMF, BIS, Comsec, Eurostat,
OECD, the Paris Club Secretariat, UNCTAD, and therld/Bank, (2003). Mehran (1985) first introduced
the concept of debt management functions, but with@ general framework for Effective Debt
Management.

* The front, middle and back office approach doespmeclude any location for the DMO, but refers to
functions to be performed. This functional classifion takes more or less relevance in functiom th
financial markets that a country is tapping: the @Mrganisation is function of the financial markets
which it has access to. See Borresen and CosicaP@902).
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Head of the Budget and indeed the Head of the DNIRe group of high rank officials that takes
part to the Executive Debt Management Functionddcbe called “Executive Board on Debt
Management” (EBDM) and the secretariat activity to this group shdutdperformed by the
DMO itself. The decisions taken at the EBDM lewe¢ to be implemented by the DMO; this
means that DMO has initiative and margin of manoeuwithin the guidelines and
responsibilities provided by EBDM. Now, the DMCQopides feedback to the decision-making
process of these functions through its represemat the EBDM, the official who is Head of
DMO. The Operational Debt Management Functions thee direct responsibility of DMO,
within the guidelines provided by the EBDM.

2. Description of the Executive Debt Management Functions

2.1. Policy Function

This function will define the objectives of goverant debt management and the corresponding
debt strategy that a country will applyThe objectives and the debt strategy are nagoes in a
vacuum; they are embodied into the overall macnoeagic strategy of a country, depending on
the country’s economic development strategy, anldprnovide elements for the decision on what
cost and risk, maturity concentration, currency position, interest rate structure etc.; and also
will design a strategy for rising foreign or domesesources depending on the budget deficit and
on the allocation of funds. It might also addrdssisions on other issues, like the sectors that
have access to external financing and in what teamswell as fixing borrowing ceilings by
debtor and/or creditor category, and on what wdéadhe general policy for guarantees coverage
by the government, the size of the fiscal defieit]. These decisions will depend on the overall
macroeconomic strategy, the debt sustainability @ordfolio analysis provided by the DMO to
the EBDM, as well as on the macroeconomic projestiof the domestic and external sectors,
presented to the EBDM by other bodies of the gawemt. The strategy for the development and
good functioning of a domestic financial market §mvernment securities is part of this function
too.

2.2. Regulatory Function

This function involves the establishment of a wddfined legal environment in order to achieve
the debt strategy providing for a well co-ordinatedording, analytical, controlling and operating
levels, supported by efficient information flowsThis includes the legal framework with a
complete and consistent set of laws reflected congprehensive Public Financial Administration
Act, or at least on a Public Debt Act, as well aslastitutional Framework with rules and
regulations for each of the institutions involvedthe public debt management operations, and
last but not least, an Organisational Framework wie functions manuals, procedures manuals
and job descriptions for all the institutions inved.

® The EBDM is a subset of the Council of Ministénssome cases the Council itself, including othesrisr
officials like the Governor of the Central BanketBirector of Budget, the Director of Treasury, thead

of DMO, etc. It is important to note that the Exiee Management Functions are not bound to “Debt
Management”, but in fact they are applicable to ynaspects of the senior management on strategy and
decision making process. For instance, the sammense may be applied to fiscal policy, and indeedl th
EBDM constituency might overlap with the fiscal jpglexecutive body decision-making.

® See Currie; Dethier and Togo (2003) p. 32 and \én€€004) pp. 14-15 for objectives of government
debt management objectives for selected countri8ge Currie; Dethier and Togo (2003) p. 34 and
Wheeler (2004) pp. 114-115 for strategic debt manmamnt benchmarks of selected countries.

" See the list of tasks for each of the functiondimex 1 and 2. The lists are open-ended, and haag
additional tasks in function of specific countrjusitions.
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The regulatory function establishes the legal fraor& that defines, first, the establishment,
functioning and composition of the EBDM; seconak thles and regulations coordinating all the
actors involved with public debt and DMQ'’s respdilgies as the only authorised body to
contract or issue debt on behalf of the governfnemtd third, the function manuals, the
procedures manuals and job descriptions for eaetobthe participating bodies and officers.

This function also fixes, through the annual Budge#’ for each fiscal year, the sectors that will
be able to tap foreign resources and in what tetingsceilings of indebtedness for foreign and
domestic debt, in net flows for the fiscal y]é?ar Eventually, also limits could be fixed on the
variation of certain indebtedness indicatgrshis in function of the objectives and strategy
chosen.

The regulatory function should be dynamic, i.d@mplies revision of the legal, institutional and
organisational frameworks in function of variatioimsthe overall macroeconomic strategy, as
well as on the global political and social changesime. The dynamic revision of the legal
framework would allow adapting it to the new sitaas and issues that the government and the
country would be facing and addressing.

2.3. Resourcing Function

A policy decision has to be taken at a very higreleat the EBDM, for hiring and retaining
skilful personnéf. This may involve salary policies, but also camerspectives and facilities in
kind. Important policies for retaining personnek draining programmes and recycling of
knowledge sessions for the DMO officials.

Regarding systems, a modern DMO cannot work witteoperforming Computer Based Debt
Management System (CBDMS), which brings flexibilitgd rapidity to the debt data processing
and thereby allow debt managers to review the tinédion in ways that are not practicable

8 In some countries, the legal framework might divis prerogative to the Parliament or the Ministér
Finance, however this responsibility has to be ghled to the DMO trough the rules and regulations i
order to keep control on public indebtedness.

° A Fiscal Responsibility Act also complements theddpet law in some countries, and plays a very
important roll for EDM. Normally, this legislatiorelates to the establishment of clear rules fecdi
discipline and accountability.

191t is recommended to approve indebtedness inlowetbasis, because the net flow determines exsutly
variation of the stock of debt at the end of thequk

! However, when debt indicators involve economicialdes that are not under control of DMO, these
indicators might be misleading as far as the DM@acity for managing debt is concerned and their
interpretation should be done in consequence. cldssical example should be the debt service torexp
ratio, the debt stock to GDP ratio or the fiscdiaieto the debt stock. The exports behaviouices and
quantities, as well as the GDP rate of growth areaffected by the DMO performance, if the exports
sector is not doing well or if GDP is not growing @xpected, it has to be kept in mind that expant
GDP growth are not under the DMOQO'’s control. In #amne line, neither is the fiscal deficit, so ted
DMO should not be given automatically as respomesibt negative outcomes of these types of indisator
Besides, fixing objectives like a given ratio ofvgonment debt to GDP imposes a constraint on the
volatility of the debtor country domestic curren@lue of the total debt, as limiting the publicidgfas a
percentage of GDP imposes constraints on the awatagtion of the debt portfolio, on the ratio defl-
and floating-rate debt and on the amount of anrefainding. See Coessens, Hiliana and de Montpellie
Louis Debt Portfolio Management in the Kingdom of BelginriNarsed(1998)

2 The rotation of staff is a real problem for theodofunctioning of the DMO. This problem was
mentioned as early as 1989 by Kaldertnal. (1989) and continues to represent a major prokftam
DMO'’s, not only in developing countries but in deped countries as well.
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otherwise. Also here, a policy decision has tadken at a very high level, at the EBDM, for
supporting firmly the implementation and maintereanta performing CBDMS at the DM®

3 Description of the Operational Debt Management Functions

These functions, as far as public sector is comekrare particular responsibility of the DMO.
These functions are performed by the DMO withineatralised system, within a decentralised
system different bodies may perform them, but tiiermation is always gathered and centralised
by the DMO. The functions illustrated in Chartepresent a kind of ideal situation, which may
vary from country to country depending on the @i of each one of them, in particular at the
operational functions level. The functions ardribsted among the three levels of back, middle,
and front office, which is the modern organisatidm financial institution.

« The front office is responsible for funding transactions, relatiomgh investors,
underwriters and banKs through loans and security issues including esetoans
negotiations and domestic government debt auctemd,in this process seeks the most
efficient funding cost, taking into account the dglines established by EBDM. The
front office implements the strategy and managespibrtfolio against benchmark. In
some countries the cash management is the DMOmegility, and the front office
has an active role in this with the middle offieedback’.

* The middle office is responsible for analysis and advice on the debhagement
strategy, which will enable the senior managementhioose the suitable strategy, and
also monitors the front office performance designilimits on deviations from
benchmarks, as well as implementation of risk adsitr The middle office also performs
sustainability analysis on regular basis, and withis context, undertakes consistency
analysis of the debt variables with the real econeariables. The middle office fixes
the primes that have to be paid for guaranteesedisas/the margins to be charged for on-
lending operations, and monitors other implicit thagent liabilities.  Monitoring
contingent liabilities may also be a middle offi@sponsibility. In some countries the
cash management is the DMQO'’s responsibility, aedntiddle office takes care of this in
coordination with the front officé

* The back office is responsible for debt registration, and handtemnsactions
confirmations, settlements, payments, as well asnfaintaining records of all debt
contracts, disbursements, payments, debt restmigiuon-lending, issued guarantees,
settlement of transactions, etc. The back offiae to implement security for payments
instructions and settlements. The back office Iso aresponsible for budgetary

13 CBDMS are long, difficult and expensive to devetol to maintain. This is a major policy issudaas

as the good functioning of the DMO is concerneghre8dsheets are not an alternative to a real CBDMS.
Spreadsheets do not have the flexibility that a ®has. In addition to this, IT security measureght

be very week when using spreadsheets. See Séctian these matters.

*In some cases, this group, or a subset of thispgran be referred to as “market makers” as langeal
market is concerned. The “market makers” are ntadaders as traders in the domestic primary and
secondary markets.

!> This is often the case when the DMO is within Tneasury, like in Ireland, France, New Zealand ted
U.K.

6 Cash management is a critical component of liquidianagement within the Treasury. Accurate
forecasting timing and amount of cash flows areesal for this function, and the DMO middle offibas

a comparative advantage for undertaking this. Eemeher (2006) on Treasury and Cash Management and
Williams (2004) on Cash Management and the DMQCe Section 5.7.
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projections for debt service, as well as for diskuanents projections, both projections to
be taken into account for the budget projectioi$fie back office is in charge of the
implementation and maintenance of the CBDMS.

3.1. Controlling/Coordinating/Monitoring Function

These functions are performed by the senior sfatie DMO, and might be seen as those of the
EBDM'’s Secretariat, i.e. to control that the laWwe trules and regulations, and the guidelines
issued by the EBDM are applied and followed, asl welon giving a feedback on the micro-
administrative situation to the senior macroecomodacision-makers. This set of functions are
basically the follow up and enforcement of the diecis taken at the EBDM level, and are
essential for the efficient implementation of thecided debt management strategy. These
functions are performed at the more senior leveDBO and are vertically implemented, i.e.,
there is control, coordination and monitoring atelels within DMO. This set of functions will
also supply substantive feedback to the EBDM, thhotne Head of the DMO and it senior staffs,
for the evaluation and revision of the debt stratby the EBDM. These functions will also
coordinate all the different functions of the DM@ithin it and with other bodies of the
government as well as with official and privatetitogions.

The DMO Head'’s office should coordinate with thenf, middle and back offices and ensure that
all the actors involved enforce the debt strategieperly. Separation of functions in this context
helps promote the independence of those desigriagegies and monitoring them (middle
office), with those registering debt and performingerations (back office) and the ones
executing negotiations and security issues (frdfite). Proper interaction and coordination
among these offices, which is a senior managemedt niddle office responsibility, is of
paramount importance for the successful implememtatf debt management policies.

3.2. The Back Office

The back office performs the basic functions, which will permiattall the others operational
functions could be carried out. The objectiveha back office is to create and maintain a high
quality and updated database of the debt portfdhiat will allow timely registration,
disbursements, servicing and to produce accuratistgtal information. Therefore, the functions
comprise the administration of the full cycle oétlife of a contract, from the signature to itd ful
repayment.

3.2.1. Recording Function

The recording function is essential and is at thgelof all the other functions. It is composed of
Collecting, Storing, Processing, Validating and Disseminating debt data. The recording
function is not necessarily an “accounting” funotidiowever it provides the data for public
accounting’. Also, the aggregation and manipulation of dath supply relevant statistical
information with a very wide range of utilisatiomhe Government has to apply a solid personnel
retention policy for the institution performing thecording function. This is important, because
performing the recording function is the base tbother functions, i.e. the institution performing
this function has to put at the disposal of alleotbsers the debt data for them to perform their
own functions. The recording function also impliesonciliation of debt data periodically with
creditors, as well as data validation and inteamal external auditing of debt data. The debt data
processing and its dissemination is the end oty for this function.

" The accounting of public debt is not a direct cespbility of DMO but of the General Comptroller's
Office (GCO). DMO provides the necessary elemémt&CO for the integration of public debt into the
consolidated financial accounting statements ofjvernment.
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3.2.2. Operating Function

The operating function is the basic dynamics oftdibtrigger the disbursements in due time, to
pay without falling in arrears, to verify that tleeeditors are claiming the correct amounts, to
notify disbursements to the Budget Department amdhe Treasury through the Integrated
Financial Management System (IFMS), and to ordét dervice through the IFMS channels, to
verify that the currencies needed for the debtiserwill be available for payments at the Central
Bank or with agent banks abroad. While debt sergianay not be this function’'s direct
responsibility®, the operating function is expected that informmaton timely payments of debt
will be performed efficiently. Part of the operagifunction is also the production of debt service
and disbursements projections for the Budget Depaart to include them into the incoming fiscal
year (FY) budget.

3.3. The Middle Office

The middle office is responsible for analysis and advice on the dedotagement strategy, as
well as for implementing risk controls. The midadiéice monitors the front office’s compliance
to the EDBM proposed strategies, and with estaddisisks limits, such as permissible degree of
deviation from specific benchmarks.

3.3.1. Analytical Function

The Analytical Function will perform debt serviciegsh-flow projections, on existing loans and
new financing, activity that is intimately linked tash management; portfolio analysis as well as
debt sustainability analysis, to be performed ogula basis. Other kinds of analysis are
performed by this function depending on the debtmurntry needs and strategy. This function
will provide a substantial feedback to the EBDMoilgh the Head of the DMO in order to
evaluate the global macroeconomic debt strategy erehtually, amend it. This function would
also allow DMO to take and implement debt managérsieategies, within the mandate given by
EBDM, and to propose changes to EBDM’s. The middfice performs an analysis of the total
stock of domestic and external public debt andd#lat flows in specific regular periods. This
analysis should provide debt information corresfrogpdo the indebtedness with each of the
creditors and debtors, in particular, evaluating tlebt composition on currencies and interest
rates. These statistics should also be presenteims of economic indicators that will help to
evaluate the level of indebtedness for examplerms of the ratios of the total stock of debt in
relation to the GDP, or the debt service ratio atiter debt indicators. This analysis together
with statistical tables would be presented in repatith a periodic publication.

This function also coordinates with the macroecadoopolicy departments of the Ministry of
Finance and the Central Bank, in order that thenfifal risk modelling of the debt portfolio feeds
into, and is responsive to, the macroeconomic glaleaelopment strategy reflected in the
macroeconomic forecasting models.

As pointed out before, Treasury cash-flow projedimight be responsibility of the middle office
too.

3.3.2. Risk Analysis Function

This function is a key activity of the DMO, whicmee it receives the instructions from the
EBDM on the amounts to borrow; it is the DMO'’s respibility to borrow performing a
prudential cost-risk policy. Here communicatiorthwother bodies of the government, i.e. the

'8 The payment of government budget expenditurefyditeg debt service, is normally responsibilitytbé
Treasury, the DMO requesting in due time the Treatuorder the payment.
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Central Bank, is necessary in order to adopt tbemenended Asset and Liability Management
(ALM) strategy®. This function will permit,inter alia, to examine the portfolio behaviour
against a given prudential trade off benchmark betwcost and risk, e.g., determining the proper
mix between external-domestic debt; the maturitgfife; the desired currency, interest rate
composition, etc.

The risk analysis function would also include a fAntéees, On-lending and Direct Lending Risk
Analysis Task Force, which will also be in chardewaluating the risk on providing guarantees,
on-lending and of direct lending to domestic eniisgs and of providing the basis for charging a
guarantee prime or a spread over the domesticriateseo the beneficiary in order to cover the
evaluation costs and the risk incuf®ed

Providing guarantees, on-lending and direct lendungild imply, in some cases, setting up a
contingency reserve fund that will have the roleadinancial buffer in order to absorb future
unforeseen payments, and thus avoiding suddenaiseiia the budget expenses or increasing the
Central Government’s borrowing. Depositing therguéee primes and/or the margin that have
been paid by the beneficiaries would be the ressut@ create the contingent reserve; this reserve
should be deposited in a bank account that wilegate interest earnings and will be managed by
the middle office.

Contingent liabilities might also be part of thekrianalysis functidil. Indeed, there are a large
number of contingent liabilities that risk to end as public indebtednéds One example of
these kinds of liabilities had been Pension Funflieme countries are including in this analysis
events like natural disasters or suits to the gowent®. The role of DMO in this field would be
to foresee the ways and means to minimise thethiskcontingent liabilities represent to fiscal
stability.

3.4. The Front Office

Thefront office applies the EBDM’s and middle office guidelinesammegotiating new loans or
issuing new bonds, and its main objective is teadunds at the minimum cost, subject to an
acceptable level of risk. One responsibility of fhont office would be the development of the
domestic financial market, very often in coopenatiath the Central Bank.

3.4.1. Issuing/Negotiating Function

The Negotiating Function is an essential respolitsibof the front office, and bears the
responsibility of following closely all the guideks that the EBDM has laid down for this
purpose. This function would allow evaluating fumgdprospects, together with their impact on
the debt portfolio in terms of compliance with #ygproved strategy. These evaluations would be
made on the technical, financial and legal termd eanditionalities of the funding proposals.
The front office has closest knowledge of finanararkets that feeds to the middle office, also

19 The “natural hedging” for the DMO is to make theeznal debt structure match with the structur¢hef
Central Bank’s foreign reserves. For a presentatfoALM see Cassard and Folkerts-Landau (1997) and
World Bank and the IMF (2001) and (2002).

2 1t has to be noted that if the Government undedagroviding guarantees, on-lending and domestic
lending, the later with its own resources. Thé asalysis, the calculation of guarantee primes tied
spread to be applied to lending and on-lending Ishdme undertaken by the middle office, and the
monitoring of such loans by the back office.

%L See Currie (2002) and Currie and Velandia (2002).

2 see Polackova (1998) and Polackova-Brixi and $at#i602).

%3 See Holguin-Torres (2005).
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feeds risk-management plans to banks and undeswriterder to help designing a funding plan
within benchmark parameters.

In some countries there amde factg two front offices: one for external financing and ome f
domestic financing. In those cases, the middleceffwould have the responsibility for
coordinating the activities of these two officddowever it is advisable to have the management
for all types of financing, external and domesitiithin a single front office, so that the decision
for raising either external or domestic finance ldobe made by a single team, so that
consistency for the decision making process wosalddsured.

This function should enable to negotiate with afleenal creditors and to issue or borrow the
desired amount and type of borrowing or hedgingrumsents in the international financial
markets. This function plays an important roléi@sing with the country’s creditors, donors and
development partners.

For domestic debt issuance, the funding is execatedrding to the government’s objectives,

and interacts with the domestic financial markebdigh auctions of government securities. One
of the objectives would be to finance the fiscgb,gand within this objective, the dynamics of

budget execution would link this function to casarmagement.

3.4.2. Market Making Function

This would includejnter alia, implementing a securities market regulation, reating a market
infrastructure, strengthening the demand for gavemt securities and to developing the supply
of government securiti&s This function intends to give greater transpayeand predictability

to the domestic market, on one hand, and on ther dtand, this function would also provide
financial instruments that may become benchmarkghe private sector domestic issuers and
investors.

Developing countries have historically favoured eemél indebtedness in order to finance
economic development. This fact was due to twooigmt factors: first, to the low share of
domestic savings compared to developed countries,sacond, to the relative weaknesses of
domestic financial markets, often linked to majorameconomic imbalances that implied that
domestic debt would be an expensive operation coedpto external financing. However,
governments of developing countries have madefart ¢b control macroeconomic balances and
to develop domestic financial markets, this hasnbpessible because domestic saving have
increased in these countries, and because theogeveht of domestic financial markets helps
domestic enterprises to find financing domestically

Besides, domestic indebtedness is appealing foergowents because it presents a series of
advantages compared to the external debt: theaagehrate risk is an element eliminated from
the market risk; the complexity of taking loans endoreign laws and regulations is also
eliminated; the amortisation algorithm is fixed the debtor and not by the creditor; the debt
issued by the Central Government provides finano&tuments in the local market that are used
by the Central Bank for the implementation of mamgtpolicy; and last but not least, the yield
curve of public domestic issues may be used ashibeax for domestic private issuers.

4 See World Bank and the IMF (2001), pp. 31-33, Wfaild Bank and the IMF (2001a).
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The Market Making Function should be oriented ttalelish a domestic institutional market
framework, create a market infrastructure, implemeaiicies in order to increase the public
securities demand and create an efficient primaagket.

4. Responsibilities that the DMO can be Accountable for

The natural responsibilities of the DMO are the rapenal debt management functions.
However, the nature of the responsibilities tha BMO will be in charge of may vary from
country to country. This section will explore tmesponsibilities that the DMO may be
accountable for. The responsibilities of the DM@ defined in the Public Debt Law or the
Public Finance Administration Act, and they have casnmon denominator which is their
approval by the Congress.

The DMO is the only authorised body to contractigsue debt on behalf of the central
government; it is though the institution that néges the borrowing on behalf of the
government. The DMO minimises the risk involved borrowing from different financial
sources, and carries out debt analysis to alerhitjieer authorities on risks involving a possibly
future situation of unsustainable debt, so thatrtheessary strategic steps could be taken in due
time. These responsibilities are related to thleviong points™

« The DMO seeks to establish the strategy, structiedfing and systems framework, as
well as the guidelines, established by the senitiraities of the country.

« The DMO seeks to minimise costs and risks assaciatth public borrowing, lending,
on-lendig and publicly issued guarantees.

* The DMO takes responsibility for ordering the dsétvice to the financial agent of the
central government through the Treasury and/orBihdget Department, for the loans
borrowed and the bonds issued directly by the akgtsvernment, short-, medium- and
long-term. The DMO provides information to the C®& public accounting purposes
and to produce consolidated financial reports efgblic sector.

e Cash flow management is a basic function of theegawent, which DMO may take the
responsibility.

» The DMO might provide guarantees coverage (for ipubkctor and eventually for
private sector enterprises) through a risk analygsuation that may imply charging risk
guarantee primes to the beneficiaries for the gueeacoverage. The guarantee coverage
is authorised by the Congress on annual basis dhrabe budget law. The DMO
monitors all guaranteed debt.

e The DMO monitors the loans borrowed and bonds thdue entities and enterprises
belonging to the central government.

« The DMO monitors the loans borrowed and bonds tdnethe local governments as
well as the loans and bonds borrowed or issuednkitiess and enterprises belonging to
the local governments.

%5 An interesting approach to these responsibilitars be found in Deredza, Cornilious (2004).
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If a guarantee materialises, the DMO pays thelitglon behalf of the original debtor
and manages the triggered guarantee as a subrdgatedordering the payment as a
direct loan to Treasury and/or the Budget, and leggd means in order to recuperate the
guaranteed payments from the original debtor.

The DMO on-lends proceeds of foreign loans and/anitors on-lending by other
financial institutions of the public sector. Ifetliebtor, beneficiary of an on-lent loan,
fails in honouring its debt, the DMO continues taypthe foreign mother loan, or
monitors that the on-lending financial institutioontinues to honour it, and uses legal
means in order to recuperate the payments fronddhneestic debtor. On-lent loans are
not a liability for DMO or for the on-lending ingiition, they are on the other side of the
balance sheet: they are assets, and are part @n@oent revenue. This fact implies that
their treatment, from the risk management pointiefv, is different from the regular
loans owed to foreign creditdPs

Fiscal contingent liabilities, other than guaradtémans, are not the direct responsibility
of the DMO. The exceptions are those contingeatilities that have explicitly been
authorised by the Congress to be assumed as pdébt i.e. the Debt Office is
authorised to issue specific financial instrumentsrder to pay, or to raise resources to
pay, a specific contingent liability. However, slkeecontingent liabilities, other than
guaranteed loans, might be monitored by the DM@dtiired by the high authoritiés

Another relevant aspect for the DMO is to ensuia the provisions of international
agreements subscribed with creditors (Paris Cloindbn Club, other bilateral creditors,
multilateral, etc.) are complied with by the DM@éif and other governmental entities.
One example of these provisions is the comparglufitreatment clause included in the
Paris Club agreements.

Domestic market development has been an importarit gf DMO’s responsibilities
recently. The increase of domestic saving in eingrggconomies and some other
developing countries have lead to the alternativefimancing the fiscal deficit
domestically. This has some advantages, as taceethe exchange risk for the debtor
government.

For some countries, grants are an important comyarfeforeign capital inflows and in
consequence the DMO might be involved in monitorthgse flows. However, the
monitoring of grants has specific requirements tianot necessarily overlap with the
DMO requirements for monitoring repayable resour@esl in these cases ad hoc
solution should be taken by DMO to tackle this gpemonitoring activities.

% |f some of these on-lent loans were non-performthis would lead to build up contingent reserves,
which are assets too.

2" The General Government Debt definition (SNA 199&)uld include Social Security, Retirement
Schemes and Unemployment Insurance when thosetiestiare provided by the public sector. However,
these liabilities cannot be under the “managemehthe DMO, the DMO might monitor them, but not
manage them. In some countries, Social Securiggirétnent Funds and Unemployment Insurance are
considered as public debt, the EU countries thae lsubscribed to the Maastricht Treaty, in paréicul
apply this approach. See footnotes 30 and 31.n€heTemplate proposed by the IMF for reportingljgub
debt also includes social security and pension fiatuilities.
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« The DMO might eventually monitor private non-guaegd debt; this is more and more
common as the private non-guaranteed debt is, fiaitgna source of debt distress for
many countries facing foreign exchange constraints.

5. Major Issues in Debt Management

This section will point out the major issues in detanagement, in particular those issues that
might seriously harm the implementation of the EBMdnctions if not efficiently managed,
controlled and monitored.

5.1. Debt Strategy within a Macroeconomic Framework

This is the output of the Executive Strategy Furctdescribed in section 2.1. Public Debt
Management should, on the one hand, enable therrgueat to meet the objectives of
macroeconomic development, of which EDM is a toolthe national development policy, while
on the other hand, considering that debt manageiwgart of the government's management in
public finance, it should play a role in the cotlen and management of budgetary resources
needed for public investment and for regular sémgicof existing debt. Thus, Public Debt
Management is a mechanism, which helps the governnme achieve a number of basic
objectives defined in function of the national nmesronomic strategies.

The EBDM decides the objectives and strategiesublip debt in function of macroeconomic
priorities and the DMO implements them and providagilar feedbacks on their implementation
and their results to EBDM. The EBDM fixes the glbgoals and strategies at a macroeconomic
level: what sectors may tap foreign resourcesiamhat financial terms, the policy to provide
guarantees coverage, as well as what would behidre ©f the budget deficit financed through
the issuance of public debt, etc. This last pi@idinked to the allowed deficit and its sources of
financing by the Congress in the annual budget lawhe DMO would implement these
objectives and strategies at a microeconomic amdorsidministrative level. For instance, once
EBDM has proposed, and the congress approvedhtre f the deficit to be financed through
issuance of debt, it is the responsibility of DM@ find how to finance it and with what
instruments, minimising the cost and risk of theragion.

The DMO addresses the various elements of a delegy formulation and its planning cycle. It
has to produce projections of debt service und#erdint hypotheses in order to assess the
indebtedness effect on the balance of paymentstledudget for short- and medium-term
strategies. The planning cycle should analysepmortunity of issuing new debt, the utilisation
of loans proceeds and the eventual opportunitydfinancing and/or rescheduling the debt in the
near future. However, DMO does not take the maxnoemic decisions, nevertheless the
analyses made by DMO are a feedback to EBDM, imatudossible choices of macroeconomic
strategies, for consideration and decision-making.

Coordination among the DMO, the fiscal policy makand the Central Bank, within its role of
monetary policy maker, should be achieved, givenititterdependency of the policy instruments
in these activities. Adequate coordination is meeedt the operational level in order to avoid
cross-purpose operations in financial markets bet@MO and monetary policy makers. DMO,
once the amount of the fiscal deficit has been dimki will analyse the implications of its

financing through new debt, and will report to EBCAId the fiscal policy makers on the costs
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and risks associated with the size and structupdiech by the new debt issue, which eventually
would make the fiscal policy makers reviewing tretiategy”.

The DMO should assess debt sustainability by meampertfolio analysis and macro-economic

forecast, as well as government fiscal revenuectmts®. DMO evaluates and analyses what are
the costs and risks associated with debt: excheatgevariations and interest rate fluctuations
and takes a prudential strategy minimising risk emst.

The DMO, in cooperation with other government agesicprepares debt sustainability analysis,
covering debt data as well as balance of paymemdsbadget information. Eventually, if the
country is a HIPC, DMO evaluates sustainabilitypoésent value of debt using the thresholds
defined by the HIPC Initiative.

The DMO provides the background and the framewank & debt strategy formulation and
implementation at the micro-economic and micro-adstiative level, and provides the
substantive information for the formulation of aar@economic debt strategy to EBDM.

Debt management is a dynamic matter, and a strategywas appropriate at one moment in
time, might be not at another one. This is why tinee Executive EDM Functions should
reviewed and evaluated by EBDM on regular basisroter to modify the strategy, the legal
framework and the staffing and systems environmdotlowing the evolution of international
and national financial and economic developments.

5.2. Legal and Regulatory Structure

The legal and regulatory structure is of paramamnportance, and it is the key for a successful
EDM. All governments have to address this issub aitention and in depth analysis. As it was
said in section 1.2, the Legal and Regulatory @tirecis the output of the Executive Debt
Management Regulatory Function.

The law defining the framework for public debt mgement is, in some countries, a law that
stands alone as a “Public Credit Law” or “Publicbb&aw”, and in some other countries, it is
part of the general “Public Financial Administratidct”.

In any case, the law has to start with the detinitof the higher public decision making body in
the country as far as public debt is concernede EBDM. The law should define the
composition and the responsibilities of EBDM. The should give to EBDM the powers to
perform the Executive Debt Management Functions.

8 An interesting survey on coordinating public defmnagement and monetary policy can be found in
Sundararajan, V.; Dattels, Peter and BlommesteamsHed.) (1997) and Wheeler (2004).

2 There are also a set of thresholds for low incomentries proposed by the World Bank and the IMF,
which may be applied in these debt sustainabiliglyses. See the World Bank and the IMF (2004 Bo

3, p. 25. See also IMF (2003) and (2005).
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The legal framework defines the notion of “Publiedd in each count?). The public debt has
to be approved by the Parliament as a regular sg#guand the DMO is authorised to utilise a
financial instrument to finance the debt. It ipontant to distinguish in the law the difference
between public debt, publicly guaranteed debt, Itest being a contingent liability for the
central government’s budget, and fiscal contindexttilities that are not debt, but that under
certain circumstances might become debt. The DM@&ccountable for public debt and publicly
guaranteed debt, but not necessarily for fiscatiogant liabilities’. Floating debt, which is the
accrued unpaid payments that are rolled over fromfiscal year's budget to the next one, is not
public debt, unless it remains unpaid and the &adnt authorises its consolidation or its
payment through specific financial instrument tadseied by the DM,

The public debt law should stipulate that no pulkctor institutions would be able to initiate
public credit operations without previous authdi@a from the Ministry of Finance (DMO).
Furthermore, the institutions of the central adstnaition would not be able to formalise public
debt operations that are not contemplated in ge&fiyear’'s budget law. The only exceptions in
some cases would be contracts subscribed withgior&overnments and their agencies, and
international organisations, in which the countsya member. In these cases, the law may
authorise the Executive Branch to formalise cregitrations. The public debt law would also
stipulate that the use of resources contracted Udyligp credit is reserved exclusively for
productive investments or the refinancing of ligigs. The law should warn the use them for
financing recurrent expenditures systematically.

The law defines the notions of “External Debt” aflidbomestic Debt”, which in order to be
consistent with the international definitions itgb follow the creditor’s residence criteria, iife.
the creditor’s residence is abroad, the loan isres, and if the creditor is a national residéet t
loan is domestic, regardless of the currency of ld@ or the reference law of the loan or
securities issue contrdtt

The law describes the rules and regulations foatleeation of guarantee coverage by the public
sector, which should be a DMO responsibility. Hfiecation of guarantees should be authorised
on fiscal year basis by the Parliament becauseadiseat fiscal contingency for the budget. The

% The definition of the General Government debt thagreed by the SNA 1993 and which includes the
central government, state and local, social sectuitds operated at each level of the government,adl
non-market non-profit institutions that are cor&dl and mainly financed by government units. The
General Government debt is the total gross liaddlibf the units composing the General Governmg&hts

is definition is for accounting purposes, but not &pplying debt management techniques to all the
elements of this set of liabilities. See IMF, BiSpmsec, Eurostat, OECD, the Paris Club Secretariat
UNCTAD, and the World Bank (2003), paragraph 3.8, p5-26. This definition is applied by the EU
country members of the Maastrich Treaty. Bep://www.francetresor.gouv.fr/oat/fr/dette26.html

%1 For instance, Social Security or Pension Funds iargeneral, not considered as Public Debt to be
managed by DMO. This is in line with Chapter 9idf, BIS, Comsec, Eurostat, OECD, the Paris Club
Secretariat, UNCTAD, and the World Bank (2003). wdwer, these fiscal contingent liabilities may be
recognised as public debt when the cost of notrasguthem could be unacceptably high. The coshinig
be financial, political or social.

% In many developing countries, over a number ofryehe Government has indirectly contracted debt
through the creation of arrears by line Ministri@gumventing regular budgetary procedures, i.eating
involuntarily a public unpaid liability that in mgrcountries has become an important portion ofpiligic
debt. The issue of avoiding accumulation of agd¢hrough budgetary arrears is outside the scopieluf
management; the system to be put in place to asldnés problem is a stringent control of the budget
execution.

% See IMF, BIS, Comsec, Eurostat, OECD, the Parish Gecretariat, UNCTAD, and the World Bank
(2003), p. 7, for the definition of external debt.
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allocation of guarantees is a service suppliedheyDMO that bears a cost, because it implies
skills and staff necessaries to evaluate the biekides the fact of bearing the risk itself. Tdost

for DMO, and the acceptance of the risk that ingptlee creation of reserves against it, justify the
charge of a guarantee prime to the beneficiarhefguarantee. Actually, providing a guarantee,
without charging for it, is equivalent to subsidibe guarantee’s beneficiary.

Another important point as far as allocation of iguees is concerned, is the definition of what
the national government considers as a guaranteds important to minimise the implicit
guarantees that could take the Central Governrheoigh the indebtedness of public enterprises
or local governments. It has to be clearly spettio the National Law in what case and how the
Central Government Provides a guarantee, and hbasito be acknowledged by the creditor in
the loan contract or in the Collective Action ClasigCACS) in case of bond isstfes

The law will also clearly spelt out the respondiigis the DMO is accountable for. This can be
part of the rules and regulations, which are bawethe law, and reflected in the Functions and
Procedures Manuals of DMO. At this level too, suland regulations will address the
responsibilities and tasks of each of the insbigiinvolved in public debt management.

The legal framework does not end at the approv#éhefiaw: in many countries, once the law is
approved, the authorities omit drafting the ruled agulations. If the corresponding rules and
regulations are not drafted and implemented, tle Has the risk of remaining inapplicable:

functions and procedures manuals as well as jobrigdsns have to be drafted for all the

institutions, their departments and the individstaffs. This is of particular importance for the
DMO.

5.3. Location, Organisation and Role of DMO

The issue is of the location of the DMO comes hasean important decision. The DMO's
physical location in the national organisationa-ige is of course closely linked to the role,
responsibilities and mandate the office has be&rngi The unit responsible for monitoring
central government debt should logically be locatethe Ministry of Finance, with close links to
the Treasury the Comptroller and the Budget. Thisecause the process of monitoring central
government direct and guaranteed debt is linkethéotreasury operations and the budgetary
process (in budget preparation and in budget eksguis well as with the Comptroller’s
Office®. It may be, however, that some countries havsetmesponsibilities distributed between
several different institutions, depending on thgamisation of Government services and historical
precedent. Some other countries have opted fdeimgnting a Separate DMO (SDM®)

% Collective Action Clauses (CACs) are clauses tlaat be incorporated into an international bondigle
documentation to facilitate the restructuring adttbond if needed. See Donald J. Mathieson andyGar
Schinasi (2000) In the case of a public enterprise or a localegoment that is not covered by the Central
Government’s guarantee, this should be recognis@dGAC by all the bondholders. In the case afam)

it should be a clause in the loan contract in whtwd creditor explicitly recognises that the loannbt
guaranteed by the Central Government. These donsdiffor public sector non-guaranteed borrowing
should be explicitly spelled out in the nationatlla

% |t is at the level of the Comptroller's Office wieethe formal accounting operations of public detet
performed and where the Government consolidatedhfiilal statements are produced.

% The advantages and draw backs of the locatiom@MO at the Ministry of Finance in front of the
establishment of a SDMO can be found in Borresah @osio-Pascal (2002), and Currie; Dethier, and
Togo, (2003), as well as in Magnusson, Tomas (20008 Institutional and Legal Base for Effective Debt
Managementin UNCTAD (2003). The three papers conclude ttfetre are more advantages for
developing countries and economies in transitiolo¢ate the DMO at the Ministry of Finance thartiegt

up a SDMO. For a summary of the Functions of tleveenment Debt Office see IMF, BIS, Comsec,
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The Ministry of Finance or the Central Bank hawveidrically, been the institutions in which the
operational debt management functions have beetratiead. However, the location of the
DMO at the Central Bank has been more a recognitfdhe secular weaknesses of the Ministry
of Finance, as far as retention of qualified pensbiis concerned, than a natural responsibility for
the Central Bank. Presently, with the evolutiontleé role of the Central Bank, which is
becoming an autonomous body in charge of monetaligyp and the Ministry of Finance taking
more responsibility in integrating the public fimga management, the DMO location has been
naturally shifted from the Central Bank to the Miny of Finance in many countries.

In some countries, however, the Recording Funct@anfar as external debt is concerned, has
remained with the Central Bank. This is becausereasons: first, the Central Bank has trained
staffs with the required skills over many years &ad the working environment to retain this

personnel, and second, the Central Bank performénthe financial agent of the Government do
need the database updated and lined up accuratetydier to programme the debt service

payments in advance. In these cases, the Mira$tRnance is a privileged user of the database
and have access to it without restriction, evenemtbre payments are order by the Ministry to the
Central Bank through the Treasury and Budget Departs. No major problems have been

detected in the countries working under this sciéme

The Minister of Finance is ultimately responsitie the public borrowing and for implementing
a public debt strategy, but the day-to-day impletaon of those are delegated to the DMO.
The role of the DMO is clearly defined trough tlegdl and regulatory framework along the
allocation of responsibilities among the differegencies involved. The organisational model
that will be applied to the DMO will depend on sele€actors. These factors are the historical
background, the legal division of responsibility arg different government bodies, and the
importance of public debt in the overall publicdites, as well as the volume of data and its
complexity. However, the organisational structof¢he debt office should be oriented towards a
global and efficient debt management operationattions approach, capable of responding to
all needs and responsibilities. Irrespectivelyhaf level of development a country is on, it must,
in one way or another, organise its debt managededttoffice according to the type of sources
of financing it has access*to

In addition to this structure, any DMO needs a rsir@upport Administrative Office (SAO)
performing basic functions such as human resoutcaisjng, incentives and penalties, code of
conduct, etc. This SAO is needed in all adminigins, private or public, and within EDM, it
might have some specificity for a DMO, which deystent will be also in function of the
historgig:al background and legal division betweea tlifferent national institutions involved in
EDM™.

DMO has to coordinate with the other bodies of gogernment on the needs for financing and
their implications for fiscal and monetary poli¢®sBut coordination goes beyond the fiscal and

Eurostat, OECD, the Paris Club Secretariat, UNCTaid the World Bank (2003), Table 11.3 and Figure
11.1, pp. 104-106.

37 Bolivia and Nicaragua, for instance. However,sthewo countries are HIPCs, which external debt
composition is mainly concessional.

3 A comprehensive analysis of these facts can bedfiuBorresen and Cosio-Pascal (2002)

% There is also need to have a strong and perforifiirepartment, but this will be dealt with in Siect
5.5.

“00On this subject see World Bank and the IMF (2Q21}.
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monetary policies and debt management. DMO migiurdinate and control many other
activities too, like the debt service in due timeleneficiaries of guarantees and on-lent loans,
etc.

DMO also has to report on regular basis to the &fiémi of Finance and to the EBDM, and on
annual basis to the Parliament or Congress, dyrectthrough the Minister of Finance. DMO is
subject to Parliament’s scrutiny, to internal anxtemal controls (e.g. audits) and puts at the
disposal of the civil society regular reports atatistical bulletins on the public debt statustad t
country.

In all cases, the organisational structure of thd(Dshould be based on a Functions and
Procedures Manuals that will determine its rolepamsibilities and functions, with supervision at
intermediate level and the necessary staff in ppemipositions to execute all the tasks of the
work program.

The Functions Manual is complemented by a Procediianual that norms the flow of
information in the operative cycle. This involvéise reception of documentation and information
of domestic and external financing; the registratid this information in the database; and, the
steps to follow for the accounting and statistregfistry of disbursements and public debt service.
Therefore, this Manual should link the operativeivitees with the structure and functions
established by the Functions Manual. Both manwdieuld establish the organisational
framework that is required for an efficient exeeatand operational debt management.

These two manuals have to be complemented withifepdob Descriptions for all officers in
DMO, which should incorporate the terms of refeeenelated with the centralisation of
responsibilities in terms of all the operationaidtions for each one of the officers.

5.4. Hiring, Training and Retaining Staff

A universal problem for governments is how to atirand retain skilful personnel for debt
management, i.e. with a background combining a dirahcial, macroeconomic and public
policy skills. Given the public sector’s salanakgs and hiring practices, to achieve this might be
hazardous. The task of hiring and retaining skitfiaff is even further complicated by the
complexity of developing countries debt and theda&wolution of financial techniques. In many
developing countries and economies in transitianparmanent solution has been found; DMO
teams are very often not only understaffed but istsién part of staff on temporary secondment
or with provisional salary arrangements. The odtiurnover is often alarmingly high, without a
corresponding capacity for in-service training rdex to upgrade the knowledge of the remaining
staff to quickly render new employees fully opevasf™.

Such an important problem has to be addressedeatyanigh decisional level, this belongs to one
of the executive functions: the Resourcing Fumctishich is responsibility of EBDM. Building

a public debt management team is a difficult endeawgiven the complexity of the work
involved. It requires staff with a quite large sppam of skills: finance, economics, ability to
understand a complex text (loan contracts, oftea fareign language), mathematics of finance
and last but not least, a good literacy as comjsuteser. It is obvious that a profile like this is
highly demanded in the private financial sectoustlif the staff is not reasonable paid and does
not have motivations like training programmes aacker perspectives, the personnel turnover at
DMO will seriously hamper its functioning.

“1 This problem was pointed out as early as 1989 &igéteret al. (1989), and it seems that it has changed
very little since, at least in a large number afies.
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Problems of retaining qualified staff are not bounddeveloping countries and economies in
transition. As it was said in Section 2, some OE&intries created their SDMOs in order to
have a more flexible salary and working environmefur retaining qualified stdft The
problem with a SDMO is that it appears not to warkcountries where poor organisational
structures exist within the government, a situatibat often arises due to lack of resources,
besides the fact that the implementation of a SDiglquires a very high investment to start with.
The solution for this problem has been, in somentrs, to create a “core of excellence” within
the government, where access is difficult becalseskills required are of high standards and, in
consequence, the recruitment is very selectiveyimglthat salaries are above the public sector’s
average. But salary does not seem to be the aclpifto retain personnel; there are also the
career perspectives and the assurances of obtaggntar training for the staffs on board. There
are also financial facilities that eventually thevgrnment could provide to these cores of
excellence, like loans and mortgages at conceddgiemas for the staffs, relatively to what could
be obtained through the domestic commercial baloksis and mortgages. The important point
here is that there is no need to “separate” the obrexcellence from the regular government
body. In some countries this core of excellence leen implemented within the Ministry of
Finance.

These innovative mechanisms have to be addresstdiesided at a very high level, at the
EBDM or at the Council of Ministers, but these demns are essential to be taken in order to
have a sustainable performing and efficient DMnerE is often the argument that this problem
is not bound to the DMO, but to many other sectwsithin the Government, which is true.
However, it has to be kept in mind that public debtery often the major expenditure share
within the national budget, and that as such itdess a special attention in respect to other
staffing policies within the public secfdr

Regarding training for DMO'’s staffs, presently there specific organisations that can provide
this training making less heavy the in-servicenirg expenditures and infrastructure for the
DMOs. One example is the UNCTAD/DMFAS Programmel @h other institutions like the
World Bank, the International Monetary Fund and @@mmonwealth Secretariat, as well as
regional organisations like MEFKflalso provide training services on different delainagement
and debt statistics areas.

The DMO should have regular training programmes tbaer all the different aspects of public
debt monitoring and management. This training mognes should includejter alia, advanced

courses in new financial instruments in capital kats, and risk and contingent liabilities
management. These programmes will contribute to d@htablishment of a solid technical
structure of the staff, capable of performing fums of management and control of public debt.

2 See World Bank and IMF (2002), p. 31.

“3 1t has to be recalled that major crisis of the ldiarconomy have been triggered through lousy debt
management in the early 1980s and in the middI©®©<4.99

4 CEMLA, in Latin America, has also started soméniray programmes on debt sustainability. However,
this training has been bound to HIPC's economiesthi@ region (Bolivia, Guyana, Honduras and
Nicaragua). External donors provide the finanabfigsuch training, i.e. CEMLA does not assign proper
resources to this activity. IADB has launched aitidtive called Latin American Debt Group, which
organises regular meetings of Latin-American debhagers. This is not a training programme as such,
but it allows for exchange of information and expeces among the debt managers of the countridgein
region.
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5.5. Computerised Systems and Debt Management

Computers bring flexibility and rapidity to the dettata processing and thereby allow debt
managers to review the information in ways thatrasepracticable otherwise. Within minutes,
computer systems can compute the current balarfcesndreds of loans, sum them and print
reports organised by lender, borrower, currency smdorth. Even more important, computers
allow the debt manager to answer “what-if’ quedi@bout the profile of future payments if
interest rates and or exchange rates rise or fallthus analysing quickly the changes in the
country’s debt burden resulting from hypothetidadicges in financial markets. In the same way,
a computerised system can allow the debt managen®ss the debt data with the real economy
macroeconomic variables so that projections ofrftirag needs to close the balance of payments
and/or the national budget deficit are obtaineckcaise these reasons it is today impossible to
effectively manage the public debt without a compiged system. In addition to that, if the
system is decentralised, modern technology is reduor the different actors to communicate
quickly and efficiently. This is why the involvemeof the Information Technologies (IT)
Department is so vital for debt manad&rand the DMO, at all levels, needs the suppothef T
Department for performing the operational EDM fumes, and the maintenance of the local area
network, as well as the interface between the CBE& the Integrated Financial Management
System (IFMSY.

A CBDMS has three components, the hardware, thevacé and the database. The hardware is
the physical equipment in which the system operalessoftware is a programme of instructions
that are communicated to the computer to direcbpisration. There are two types of software:
one giving commands to the computer, the operatyrsgem, and one directing the computer to
perform specific functions, which is the applicatisoftware, which includes the embodied
consistency checking functionalities. The datakaskides the figures and basic information
regarding debt entered by the user of the systeeata that are calculated by the system and the
definitions needed to organise the data.

Physical hard copy filings systems should be awhigéth he exception of legal loan contracts,
all information should be in electronic format. iglapproach gives high relevance to IT security
backup measures, its regularity and the locatidrihe backups. For instance, a daily backup
should be done and be kept at the DMO, and a wdakdkup should be kept in a building

different of that of DMO.

Documentation is an integral part of any CBDMS. efehmust be a full description of how the

system is structured and how it operates. Therst in@ standard entry forms/screens, training
manuals, operating procedures and help functieesilit Without a complete and up-to-date

documentation, staff can only operate the systertherbasis of oral instructions. This leads to
inefficiency, errors and difficulties in traininggw staff.

An important ingredient for a successful impleméotaof a CBDMS is the requirement of a
smooth flow of data, defined in a uniform mannetpithe computerised storage system at the
DMO. This implies that all the institutions inveld in public debt operations are known as well
as their individual responsibilities and functionsAt what level of detail and with what
periodicity the information should be communicatedthe DMO must be defined for each
institution. The information flows streaming odt@MO should be defined equally, i.e. to what
institutions, with what level of detail and with athperiodicity. The support of the information is

%5 See IMF, BIS, Comsec, Eurostat, OECD, the Paris Gecretariat, UNCTAD and the World Bank
(2003), Table 11.2, p. 103, for a summary of tasis requirements of a CBDMS.
“6 See Section 5.9 on this subject.
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also important, in the case of a CBDMS; the inflmight be the most often on electronic support,
for the outflow, it would be in function of the ipEnt need¥.

The choice a performing CBDMS is a crucial decidimnthe DMO. As such an extent that this
decision should be taken at the Executive Functiewsl, it is part of the Resourcing Function
that will be addressed by EBDM. The CBDMS hasaericost implications policies that EBDM
has to support with a consistent strategy. Thelare needed by the DMO is in general
expensive, because the appropriate software foERM, both the operating system and the
application software, are complex and heavy, whinplies the need for a highly performing
hardwaré®. The need of expenditure in this field is linkedthe “Core of Excellence” that was
referred to in the previous section. These cofesxoellence should have access to computer
equipment that might be, on the average, supeavitiheé public service standards, because their
needs and responsibilities.

The application software is a delicate decisiontake too. There are, theoretically, three
possibilities: a standard system developed byddribe international suppli€fs a domestic in-
house development, or outsourcing the developmérthe system to an external software
developer.

The experiences with outsourcing have been quiieriumates. This is because if the DMO's IT
team is not directly involved in the developmenttloé software, and the software very often
becomes a kind of “black box”, in spite of the doantation that is supplied with the system.
Besides, very often the end user documentatiorvaadle, but the technical one is not or is
incomplete. An other shortcoming of this solutierthat the contract with the supplier is bound
in time, and the debt management daily work is \myamic, so that at one moment or another,
the system will be obsolete, in this case, if tbatact cannot be renewed with the supplier, the
DMO’s IT will have to “fix” the deficiencies of theystem, producing at the end an inflexible
computer patchwork. For all these reasons, DMO BB®M should be very cautious before
taking the decision for outsourcing the developnoéithe CBDMS.

The domestic in-house development appears to beettestrategy for tailoring the CBDMS one
hundred percent the DMO needs, but this solutioghimbecome an extremely expensive*8ne

In order to produce a performing and efficient CB®&Mhe DMO has to host a highly qualified
team of IT staffs, which are expensive, and allgheblems pointed out in section 5.4 will come
out here too. In addition to this, a group of detatnagers have to be dedicated to the drafting

47 All these points have to be clearly defined in Ehenctions and Procedures Manuals for each of the
institutions, including DMO, that were referreditosection 5.2.

“8 There is the false idea that LDCs or HIPCs, andiéneral developing countries, should not afford
working with the latest technologies. This is veften a “Donor Country’s” opinion, unfortunatelyis is

not true for three main reasons: first, the IT ke&idoes not offer “second hand” performing comgjte
second, one essential part of the software, theatipg system, is embodied in the new computenrgriga

the previous ones obsoletes, and third, the dag¢ahzfsHIPCs or LDCs, because the concessionalitiieof
loans, the creation of arrears and multiple resalegl exercises are extremely complex and do nbked t
latest technologies to be dealt with.

9 The most widely used systems of this kind areDMFAS of the UNCTAD DMFAS Programme and
the CS-DRMS of the Commonwealth Secretariat. T8erauof these two systems are around 140 countries
in the World, each system covering about half of #ountries. A comprehensive report on the
development of DMFAS 5.0, that was developed inpevation with the World Bank and financed by
UNDP, can be found in UNDP (1997).

* Here we refer to full-fledged CBDMS, the observasi do not concern spreadsheet systems that some
countries utilise as a “worst-is-nothing” tool, athét in no case can be considered as a CBDMS.
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and reviewing of the specifications for the IT teairhis is of essential importance, because the
extension and linkages of the whole system haueetdesigned and agreed upon since the very
beginning, in order to avoid ending with a patchiveystem. The allocation of resources
represented by the debt managers to interact WaHT team implies high costs too. Another
serious drawback of a domestic development is tmeptexity of the task and the time length
required. The average development time span 6BBMS varies from 3 to 6 years, which
converts this task in a major endeavour, and thel fiost would certainly be measured in USD
million.

The standard software packages available now aseebepensive than developing a wholly new
system for reasons of cost and workability. Coragato designing, programming and
maintaining an entirely new system, the packagebzarelatively inexpensive. Their designers
and users have debugged the available systeme fpoiht where they are likely to have fewer
operating problems than custom-made systeriifiey can be implemented quickly and the
maintenance is centralised, creating high econoofissalé'. The maintenance of a system is of
vital importance: it has been proven that the qamsl turnover in the IT Department makes
domestically developed systems very vulnerable.odSimg a standard software package also
decreases the need to maintain a full group ofldpees within the DMO's IT Department, there
are only needs for maintenance and service foy dedrk, database management and security
procedures like regular backups. All these digeud indirect cost factors should be analysed
carefully in selecting a strategy to implement aDBES.

The development of IT applications is increasinglinthe public sector, for example the IFMS
latest implementations, and this makes more ane& mecessary to have performing, flexible and
versatile CBDMS. The IFMS allow the CBDMS to besattonically interfaced with the
Treasury, the Budget and the Comptroller, incrensiificiency in public debt management and
public financing management in general, as it Wwel developed in section 5.9. One of the
difficulties encountered with IFMS implementatiore dhe multiplicity of users, some of them in
very isolated areas, like some municipalities iae thr countryside. This is a shortcoming for
these geographically isolated local governmentsoiider to properly report their financial
obligations and budget execution to the centralegawent, including their debt, which is an
important liability for the budget.

Very often this kind of problem would be found iewveloping countries that lack of local
technical support. In these cases the new tecisalavill certainly help. One of those is to pass
from intranet to internet communications.  This pstéorward will certainly improve
communications in one hand, and on the other hantijt dawn maintenance costs.

This solution would permit to communicate with eteld local governments, without the need of
installing heavy software in each one of them, alst to cut dawn costs in the installation and
maintenance for a standard CBDMS package. FoDiH&® in a country, which have local
limited resources to maintain a sophisticated CBDMf@ implementation of this technology
would be a major step forward. The CBDMS softweaia be installed at the system’s supplier
headquarters the user having unlimited accessdhrimternet.

5.6. Performance Criteria on Debt Data, Statistics and Analysis

Without a well-performed Recording Function, noeastfunction will be effective. A set of debt
data, accurate, complete and up-to-date is unavi@dar a good performing of EDM. The

*1 The implementation of DMFAS, for instance, varigsn 6 months to 3 years, in order to cover thé ful
database depending on its complexity; this isifafiont of an in-house development.
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implementation of checklists in order to evaludite performance of data accuracy, completeness
and up-to-date is of high help. These checklistsild/ lead to performing indicators following
the methodology proposed by MEF¥iI

The indicators for the Recording Function are desigto enable the user to objectively evaluate
and track performance in debt data managenhbgnthecking the regularity of data up-dates, the
source and the registered changes. They are gdetadbe an integral part of the management
process, to be used as a basis for systematidalhifying priority areas for improving debt data
capacity and developing or modifying a data coitecplan, and for tracking progress over time.

Accurate up-to-date and complete database on tteetdat the DMO has been mandated for
should be assurgd This implies regular reconciliation of figuresthvcreditors, at least once a
year, and solid data validation routines implemetg the back officg.

The input of loan’s information to the databaseusthdbe monitored and controlled periodically
by each head of unit of the DMO. The techniciahthe units should have the responsibility to
run lists of loans to verify the consistency of thiormation and to correct them if necessary. A
designated officer at DMO should perform the vdlma of the consolidated debt information
periodically®. Errors and inconsistencies in the informatioruldobe detected through
consolidated reports, and notified to the headauthegroup for correction. The status of the
database and its consistency should be analygeefimdic meetings with the heads of units who
have the responsibility of executing the agreedkvpsogramme. The database established would
facilitate an adequate monitoring and control afbdrsements and payments made during the
fiscal year. It would also support the preparatibdebt service projections and the evaluation of
its impact in the debt profile.

Regular audits are also helpful for achieving atueate up-to-date and complete database. It is
useful to have periodically an internal audit, r@gtinal control mechanisms that can be performed
by auditors of the Comptrollers Office and an ex&raudit performed by the Superior Audit
Institution in the country, as an external confrol

The ultimate objective to have an accurate datalsasepublish information that is transparent,
up-to-date and reliable, in order to produce retewaformation and statistics for domestic and
international needs.

Domestically, the production of information covexdarge range of needs, that can go from
internal analytical reports and analysis for decismaking, reports for daily operations, and
reports to cover internal official statistics tatpublication of a Statistical Bulletin in order to
keep informed the whole civil society on public tetwolution and facts.

%2 See Baball, Balliram (1995).

*3 Databases on public and publicly guaranteed detitadher types of debt or contingent liabilities as
required by the responsibilities that DMO has baecounted for. See section 3.

> validation procedures are part of the trainingkgaes that the standard CBDMS providers include int
the technical assistance projects.

% Eventually this officer can be the database adstratior.

% The control is internal when carried out by then@troller Office, because this Office is part oéth
Executive Power, as the Ministry of Finance wheM®is located; whereas the Superior Audit Instdoti
reports to the Congress or the Parliament, whithdd egislative Power, and then is consideredtsral
control.
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A Statistical Bulletin is not bound to tables, lkatshort, clear and simple explanation of the
figures should accompany each table, as well d®#d, <lear and simple executive summary of
the conclusions should be provided in the Bulletin.

The international needs for information cover thieinational Financial Institutions (IFls) needs:
the World Bank Debtor Reporting System (DRS), thé& ISpecial Data Dissemination Standard
(SDDS) and the General Data Dissemination SysteBD® information requirements and
information for international risk qualifiers firméke Fitch, Moody’s and Standard and Podt’s
The Statistical Bulletin referred to in the predoguaragraph can, of course, be of relevant utility
for external purposes if there is an English traimsh of it. The external debt position is part of
the International Investment Position (lIP), thihtauntry member of the IMF should report, and
could be part of the SDDS or GDDS if the reportewuntry has voluntary adhered to one of
these options.

The data should also allow performing on regulasidbgortfolio analysis reviews in order to
assess risk and to take with opportunity decisitvas will minimise the risk and cost for the
government’s budg&t A good information and transparency of the DM gertainly improve
the image of the debt managers in the country, wsifidfacilitate the implementation of the
Monetary and Financial Practices Transparency €ode

5.7. Cash Management

Government cash management has been given leaiaattéhan debt management. However,
cash management and debt management are two dlaedr activities, and bad cash flow
management not only wastes resources but alsontéinitithe development of local financial

markets and undermine monetary policy.

There are three major steps in cash managemenenBitpre and revenue forecasting, cash
monitoring and borrowing strategy. The expendagused revenue forecasts of line ministries,

> The DRS is the base for the World Bank annual ipatbn Global Development Finance, which
publishes and analyses capital flows to developioguntries and their debt stocks, see
http://www.worldbank.org/ The principal goal of the GDDS is to assist ddes in the development of
their overall statistical systems. The emphasimishe quality of the data and the disseminati@ties

for economic, financial, and socio-demographicistias. The GDDS focuses on assisting countries to
formulate comprehensive, but prioritised, plans fomprovement in compilation and dissemination
practices. In this respect, the country informatiteveloped by national statistical agencies dessri(a)
improvements that have been implemented in thentquast, such as adoption of practices set outen t
"System of National Accounts 1998t in the fifth edition of théBalance of Payments Manualdr the
introduction of an enterprise survey; and (b) pleEonismprovement that address remaining shortcoming
the short and medium term. Sebttp://dsbb.imf.org/Applications/web/gdds/gddsfadfhe Special Data
Dissemination Standard (SDDS) was established éyriternational Monetary Fund (IMF/Fund) to guide
members that have, or that might seek, accessteéonational capital markets in the provision ofithe
economic and financial data to the public. Both @eneral Data Dissemination System (GDDS) and the
SDDS are expected to enhance the availability wiely and comprehensive statistics and therefore
contribute to the pursuit of sound macroeconomiicies; the SDDS is also expected to contribut¢thto
improved functioning of financial markets. Swép://dsbb.imf.org/Applications/web/sddshome/

8 There are other rating agencies like Dominion B&ading and A. M. Best, but these agencies do not
rate developing countries, emerging market cousitpieeconomies in transition countries. All théngs
agencies quoted here are recognised by the U.Séuries and Exchange Commission as National
Recognised Statistical Rating Organisations (NRSRO)

%0 This is an important matter. See World Bank avié (2001), p. 10.

%0 See World Bank and IMF (2001), pp. 13-16.
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together with the revenue forecasts provided byecthhg agencies, and debt service and
disbursements in cash forecasts by DMO composdirdtestep. This information is checked
against the accounting data booked in the NT Géhedyer, the debt service and disbursements
projections in the debt database and the cashd®dadn the NT single bank account and its sub-
accounts. This enables to determine the liquigibgition of the Central Government and
eventual shortfalls or surpluses. This informatiorms the basis for DMO to determine the
borrowing requirements and for the MOF, through WiE spending limits and warrants for line
ministries and spending units.

Government cash management may be defined as:

“The forecasting, control and stewardship of anaargation’s financial assets and
liabilities, flows and balances, protecting theonfrfraud, error or 085 In the case of a
sovereign government, this would be leading todtnategy and the associated process
for managing cost-effectively the government’s stem cash flows and cash balances,
both within the government and between governmedtagher sectors>”

In general, government cash management has twatigie The first is to ensure that the
general government manages its cash balanceseafficiso that the government does not have
“surplus” cash on hand, which would mean that debhhagers had borrowed excessively and
thereby incurring in unnecessary debt-servicingscand additional risk for the government; and,
the second objective is to neutralise the impacttiom domestic banking sector of the
government’s cash flows variations. This neutedits is necessary to avoid that government
transactions may create large unpredictable changéguidity in the domestic banking system
and hamper monetary polfty

5.8. Domestic Financial Markets Devel opment
There has been a tendency to substitute exterbalnddn domestic debt in emerging markets and

other developing economfés This fact is due to several advantages that dtendebt could
present over foreign debt:

* The exchange rate risk is eliminated from the maikk framework.

* Complex legal contracts under foreign laws are iakted.

* The amortisation algorithm is fixed by the debtord not by the creditor.

e Government’s medium- and long-term issues provig@ncial instruments to the Central
Bank for monetary policy.

®1 See Horcher (2006).

%2 See Williams (2004).

%3 See Wheeler (2004) and Williams (2004).

® World Bank and IMF, (2001a). However, the inceed@s domestic indebtedness is due also to the
external debt recurrent crises, which had leadetuction of domestic demand in order to generate
surpluses in the current account of the balangeagfents for servicing external debt. This situathas
lead to lower or stagnant wages and profits imgyiower tax revenues. There has been also a keavil
indebted public sector owned enterprises that haweadditional pressure on the government’'s debt.
Finally, there have been the recurrent arrearsufipléers through lousy budgetary execution that has
contributed to the increase of domestic debt, wienCentral Government is unable to cope with these
arrears within the following FY, the arrears begupnsolidated into public debt. All these factaress the
need for the enhancement and development of dasnfstincial markets. Some of these aspects of
increase in domestic debt can be found in Comsg@9(1
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« The government yield curve of government issues isseful benchmark for domestic
private sector issuers and investors.

In order to develop domestic financial marketsreérare four important aspects to addtess

* Market institutional framework.

* Market infrastructure.

« Increase the demand for public bonds and notes.
« Implementation of an efficient primary market.

5.9. CBDMS and I ntegrated Financial Management Systems

The recent economic reforms that followed the distaiment of democratic regimes, mainly in

Latin America, have implied substantial changehmiole of the Central Government and various
public and social agents. This evolution has mgported by the IFIs through a whole range of
Modernisation of State Projects. The idea behiigl ppolicy is that there is a direct relationship
between the quality of government and economic ldeweent, i.e. economic reform and poverty
reduction strategies will not be successful withstubng public institutions. One of the main

ingredients in these Modernisation of State prgjecid in the strengthening of public institutions
is the improvement of public financial management.

The primary objective of public financial managemisnto influence those that make decisions in
such a way that the decisions taken are more $erailol prudent, and that they lead to a more
effective, transparent, and accountable overallagament. In the public sector many key financial
decisions might be taken without any meaningfubrimfation or careful analysis of future impacts.

It is the inevitable combination of political, ldgand social demands which make financial
management of the government much more difficult @@mplex than financial management of a
private business. This is further complicated twy traditional fragmentation of the functions of

public sector financial management. However, thsidand essential responsibilities of public
sector financial management include the functidnglanning, financing, safeguarding, utilisation,

analysis and reporting.

Translating these functions into subsystems, anfieh management system can be defined as
composed of the budget, treasury, cash flow and deimagement, accounting and auditing
subsystems. The most economic and efficient wagpiay these characteristics is through the
integration of the basic financial functions andpansibilities within a single and coordinated
system. The broad technical requirements of pugaator financial management are similar for all
countries or systems of government, and a coresrsystan be tailored to differing country
circumstances: this is the Integrated Financiaig@ment System (IFMS) approach.

Obviously the CBDMS is one of the core subsystenthinvthe IFMS and has great utility at
different levels and stages of the public financr@nagement process. The first one is at the
budget elaboration process, in which the DMO withyide as input for this process the forecast
of debt service and loan proceeds for the incorfis@gl year, and if required, the resulting debt
service and loan proceeds implied by new indebtexlie case of a deficit financed through
additional borrowing.

The CBDMS is extremely useful too in the budgetoeien process. The DMO should alert the
Treasury and the Budget on both sides of the budgetution: expenditures and resources.

% See World Bank and IMF, (2001) and (2002).
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Regarding expenditures, the DMO should triggerddlet service operations to the Treasury and
Budget to be paid by the government’s financialrhgeRegarding the resources, DMO should
alert the Treasury and the Budget on the cash isments from loan proceeds deposited at the
Treasury accounts. An important role of the DMQhim the budget elaboration and budget
execution process is the provisions for guarantisat, which is a contingent liability for the
central government’s budget.
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Annex 1: Executive Debt Management Functions: The List of Tasks

Policy Function: Macroeconomic Public Debt Strategy

Access to External
Financing

Guarantees and On-

lending

Providing
Guarantees

On-lending policy

Fixing Borrowing
Ceilings

Strategy for
Raising Funds

Domestic Financial
Market

Decide on what economic
sectors will have access to
external financing in
function of the
macroeconomic priorities
of the country: What
sectors and corporations
will have priority for grants
and soft loans, which ones
will have access to
commercial financing and
which ones will not have
any access to foreign
resources.

will be eligible for obtaining

corporations will be eligible
for obtaining on-lent loans.

Decide on what economic
sectors will benefit from
guarantees or on-lending
in function of the
macroeconomic priorities
of the country: What
sectors and corporations

guaranteed loans and
what sectors and

Fix the general policy on
costs for the sectors and
corporations eligible for
obtaining guaranteed
loans: which ones will be
paying the full guarantee
prime and which ones will
be subsidised through
reduction or write-off of
primes.

Fix the general policy on
costs for the sectors and
corporations eligible for
obtaining on-lent loans:
which ones will be paying
the full margin over the
base rate and which ones
will be subsidised through
reduction or write-off of the
margin.

In function of the global
indebtedness targets for

the FY, borrowing ceilings

have to be fixed, globally,
and, if necessary by

sector, local governments,

and/or by corporations.
The ceilings should be
fixed in function of global
indebtedness indicators in
net flow basis. The
ceilings determination is
closely related to the
intended size of the fiscal
deficit.

The preference for
financing should be
towards grants and
concessional loans, and
when these sources are
exhausted then domestic
indebtedness may be
authorised. The
guidelines on this matter
have to be fixed clearly
and firmly for each FY.

Lay down the strategy for
implementing a security
market regulation and
infrastructure.
Strengthening the
demand for the
Government’s securities
to build the potential
investor base, and
developing the supply of
Government securities in
order to develop an
efficient primary market.
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Regulatory Function: Structure for the Legal and Regulatory Framework

Legal Environment

Legal Framework

Institutional
Framework

Organisational
Framework

Efficient
Information Flows

Define the steps and the
actions for implementing a
well-defined Legal
Environment in function of
the selected Public Debt
Strategy.

The Legal Framework
should clarify the authority
to borrow, to issue new
debt, to invest and
undertake financial
transactions on behalf of
the Government. These
powers and
responsibilities should be
given to a single agency,
i.e. the MOF, however,
other agencies would have
operational roles in debt
management and should
also be clearly identified
as well as the nature of
their roles.

The Institutional
Framework should be well
specified for each one of
the institutions
participating to public debt
management. Precise and
detailed description of
responsibilities should be
clearly specified and legal
arrangements should be
supported by delegation to
the debt managers. Rules
and regulations have to be
elaborated, consistently
with the Legal Framework,
for each of the
participating institutions in
debt management, leaving
no ambiguity in the
mandates of each one of
the participant institutions.

The key requirement is to
ensure that the
Organisational Framework
surrounding debt
management is clearly
defined. For each of the
participating departments
in each institution,
Functions and Procedures
Manuals have to be
drafted, as well as detailed
Job Descriptions for each
one of the department's
officials.

The frequency, nature and
level of aggregation of
information flows are
defined in the functions
and procedures manuals,
however a monitoring and
evaluation mechanism
should be implemented in
order to assure that the
information flows are
streaming properly from
one institution to the other
and within each institution.
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Resourcing Function: Staff and Systems

Stable Working Environment

Maintenance and Updates of

the CBDMS

Incentives and career perspectives
should be assured in order to avoid
rotation of personnel for the debt
management functions. This is of
particular importance for the DMO.
Without a clear and firm decision on
this issue the success of the
implementation of the DMO in the
country would be seriously
compromised.

Adopt measures and allocate a
budgetary line for maintenance of the
CBDMS and for the supporting
hardware and software, as well as for
ensuring the stability of the technical
personnel working for the debt
management functions.
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Annex 2: Operational Debt Management Functions: The List of Tasks.

Secretarial Support by DMO to EBDM.

Controlling/Coordinating/Monitoring Function: Control, Coordination and Monitor

Control

Enforce and Follow up

Substantive Feedback to
EBDM

Coordinate

The law, the rules and regulations, as
well as the guidelines issued by
EBDM, are applied and followed; in
order to do this, an Objective and a
Financial Debt Strategy is fixed for the
Operational Debt Management
Functions.

All the decisions taken by EBDM
essential for the efficient
implementation of the decided debt
management strategy.

In order for EBDM to evaluate and
revise of the debt strategy, the legal
and regulatory framework and the staff
and systems policies.

Among DMO, Investment Department,

the National Treasury, the Budget
Department, the Central Bank, and
other bodies of the government, as
well as with official and private
institutions, and within the DMO:
among the front, middle and back
offices to ensure that all the actors
involved enforce the debt strategies

properly.
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Back Office

Recording Function: Debt Data and Statistics

Collecting

Storing

Processing

Validating

Disseminating

All information concerning
debt contracts and debt
transactions, including

Central Government direct
debt, public sector debt,

guaranteed debt, and on-

lent loans. The
information to be collected
for all these categories of
debt are: copy of debt
contracts, all information
concerning
disbursements, all
information concerning
repayments of principal,
payment of interests and
fees, repurchases,
consolidations and
restructurings.

All the collected
information, properly
classified, into the
CBDMS. Qualified
personnel in the use of the
CBDMS should enter the
information. The loan
contracts of all categories
of loans collected must be
properly stored and
classified. The IT team
would provide security
measures to backup the
data on regular basis, with
at least a weekly backup
transferred to another
building.

Once the data are stored
into the CBDMS, the
amortisation schedules
have to be calculated for
each loan, and for each
tranche within the loans
automatically by the
CBDMS. Standard
agreed reports for debt
payments projections,
DOD, commitments,
maturity profile, interest
rate profile, duration and
other statistical and
financial reports must be
produced on periodical
basis.

The operators will apply
well-defined validation
procedures in the process
of storing data. Loading
the data following the
CBDMS procedures will
enable the embodied
validation of the system
procedures. From time to
time, but at least once a
year, a conciliation of
figures has to be
undertaken with the
external and domestic
creditors as well as with
the national beneficiaries
of guarantees and on-lent
loans.

Disseminate the data for,
national and foreign,
public and private users,
in particular by granting
access to the database,
with well-established
rights and privileges, to
the other authorised users
of the national public
sector. Provide Data to
the international financial
institutions following the
agreed international
statistical requirements
(DRS, SDDS and GDDS).

Operating Function: Debt Operations Settlement and Monitoring

Debt Service

Verification of
Claims

Disbursements

Foreign Currency
Needs

Budget and
Treasury

- To Monitor and Order
Debt Service falling due,
with a well pre-established
timing, to the National
Treasury, the Budget
Department, and to the
Central Bank in order for
them to pay in due time.

Verification that the
creditors are claiming the
correct amounts for every

payment request.

Notifying Disbursements
in cash credited at the
Central Government’s

accounts, as well as
information on payments
by creditors to suppliers
abroad to DMO, and the
accounting function of the
Comptroller General.

Verifying that the Foreign
Currencies Needs for the
debt service will be
available for payments at
the Central Bank or with
agents’ banks
domestically or abroad.

DMO (the back office) will
Grant Access to the
Database to the Central
Bank, the Budget
Department, Department
of Investment and the
National Treasury,
assigning right and
privileges, in order for
them to carry out budget
and treasury functions.
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Middle Office

Analytical Function: Analysis and Financial Strategy

Debt Service
Projections

Analysis

Substantive
Feedback

Indebtedness
Structure

Statistics and
Statistical Bulletin

Perform Debt Service
Projections on existing
loans and new financing in
order to evaluate the
budgetary burden of public|
indebtedness, including
guaranteed and on-lent
loans. These projections
should be shared with BD,
NT, DMO and CB.

- Perform Portfolio
Analysis on existing loans
and new financing;

- Perform Debt
Sustainability Analysis on
regular basis;

- Performs an Analysis of
the Total Stock of
Domestic and External
Public Debt and its debt
flows in specific regular
periods;

- Perform Other Kinds of
Analysis depending on
Government’s needs and
strategy;

Provides elements to the
Senior management of
MOF for a Substantive
Feedback to EBDM in

order to evaluate the
global macroeconomic
debt strategy and,
eventually, allow EBDM to
amend it.

Provides debt information
corresponding to Structure
of the Indebtedness with
each of the creditors and
debtors, in particular,
evaluating the debt
composition on currencies
and interest rates.
The currency structure of
foreign debt is useful for
application of ALM
strategies in coordination
with CB strategies for
managing foreign
reserves.

Provides Statistics in
Terms of Economic
Indicators that will help to
evaluate the level of
indebtedness, for example
in terms of the ratios of the
total stock of debt in
relation to the GDP, or the
debt service ratio and
other debt indicators; and
makes available by
publishing, or through
Website, the global and
sectoral analysis of the
Public Indebtedness,
together with statistical
tables that would be
presented in Statistical
Bulletins or Reports with a
periodic publication on the
Government’s Public Debt
situation. The Bulletins
and the Reports would
follow international agreed
standards.

Risk Analysis

Function: Minimise

Cost and Risk

Domestic Debt

External Debt

Guarantees

On-lending

Government
Lending

Implement Risk Analysis
and Risk Benchmarks
between cost and risk for
Domestic Public Debt by
DMO and NT supported
by CB.

DMO in coordination with
CB will implement Risk
Analysis and Risk
Benchmarks between cost
and risk for the External
Public Debt.

DMO will undertake debt
sustainability analysis at
least twice a year.

DMO will strengthen its
Guarantees Risk and Risk
Analysis in order to
evaluate the risk of
guaranteeing domestic
enterprises borrowing and
in order to provide the
basis for charging a
Guarantee Prime to the
beneficiary in order to
cover the evaluation costs
and the risk incurred.
MOF-DMO is the sole
institution authorised to
provide guarantees.

The Guarantees Risk
Analysis function will also
be in charge of evaluating

the risk of on-lending to
domestic enterprises and
of providing the basis for
charging a Spread Over
the Base Rate to the
beneficiary in order to
cover the evaluation costs
and the risk incurred.
MOF-DMO is the sole
institution authorised to
on-lent resources.

- The Guarantees Risk
Analysis function will also
be in charge of evaluating

the risk of lending to
domestic enterprises and
of providing the basis for
charging a Spread Over
the Base Rate to the
beneficiary in order to
cover the evaluation costs
and the risk incurred.

MOF-DMO is the sole

institution authorised to

lend Government'’s
resources.
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Front Office
Issuing/Negotiation Function: Securities, Loans and Restructuring Agreements

Borrowing on
Behalf of the
Government

Funding Prospects

Liasing

Domestic Debt
Issuance

MOF, trough DMO, is the

sole authorised ministry or

agency of the Government|

for Signing Foreign Loans

and/or Grants on behalf of
the country.

Evaluates Funding
Prospects, together with
their impact on the debt

portfolio in terms of

compliance with the
approved strategy, taking
into consideration the
technical, financial and
legal terms and
conditionalities of the
funding proposals.

Liaising with the country’s
creditors, donors and
development partners, as
well as with domestic
investors and domestic
market makers.

DMO, in coordination with
the CB, is the sole
authorised body to issue
domestic debt on behalf of
the Central Government.

Market Making Function: Government Securities Trading and Market
Development

Securities Market
Regulation

Market
Infrastructure

Strengthening the
Demand

Developing the
Supply

Implementing the
Securities Market
Regulation framework
decided by EBDM, i.e.
implementing the legal
framework for securities
issuance; developing the
regulatory environment to
foster market development
and enable sound
supervisory practices to
be enforced; introducing
appropriate accounting,
auditing and financial
disclosure for the financial
sector reporting.

Creating a Market
Infrastructure introducing
trading arrangements
suitable for the size of the
market, including efficient
and safe custody, clearing
and settlement
procedures; encouraging
the development of a
system of market-makers
to enable buyers and
sellers to transact
efficiently at prices
reflecting a fair value;
removing any tax or other
regulatory impediment that|
would hamper trading in
government securities;
fostering, at a later stage,
the scope for other money
market and risk
management instruments,
such as repos and interest
rates futures and swaps.

-Strengthening the
Demand for government
securities removing
regulatory and fiscal
distortions; eliminating
below-market-rate funding
through captive investor
sources; implementing
appropriate rules and
regulatory regime affecting
participation of foreign
investors in the domestic
market.

Developing the Supply of
government securities
establishing clear
objectives for securities
issuance and debt
management; developing
basic projections of the
government liquidity
needs; creating safe and
efficient channels for the
distribution of securities
lowering transaction costs;
progressively extending
the maturity of
government securities;
consolidating the number
of debt issues and
creating standardised
securities with
conventional maturities;
implementing a
predictable debt
operations, i.e. with pre-
announced issuance
calendars and disclosure
of funding needs and
auctions outcomes.
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